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INTRODUCTION 

Under the “best interests” of creditors test set forth in section 1129(a)(7) of the Bankruptcy Code, the 
Bankruptcy Court may not confirm a plan of reorganization unless the plan provides each holder of a 
claim or interest who does not otherwise vote in favor of the plan with property of a value, as of the 
effective date of the plan, that is not less than the amount that such holder would receive or retain if the 
debtor was liquidated under Chapter 7 of the Bankruptcy Code.  To demonstrate that the proposed Plan 
satisfies the “best interests” of creditors test, Cengage Learning, Inc., et al. (collectively with certain of its 
subsidiaries, “Cengage”, the “Debtors”, or the “Company”), with the assistance of its restructuring 
advisors, Alvarez & Marsal North America, LLC (“A&M”), has prepared the following hypothetical 
liquidation analysis (the “Liquidation Analysis”), which is based upon certain assumptions discussed in 
the Disclosure Statement and in the accompanying notes to the Liquidation Analysis. 

All capitalized terms used but not otherwise defined herein shall have the meanings ascribed to them in 
the Disclosure Statement for the Debtors’ Joint Plan of Reorganization Pursuant to Chapter 11 of the 
Bankruptcy Code to which this Liquidation Analysis is attached. 

Statement of Limitations: 

The determination of the costs of, and proceeds from, the hypothetical liquidation of the Debtors’ assets 
in a Chapter 7 case is an uncertain process involving the extensive use of significant estimates and 
assumptions that, although considered reasonable by the Debtors based upon their business judgment and 
input from their advisors, are inherently subject to significant business, economic, and competitive 
uncertainties and contingencies beyond the control of the Debtors, their management and their advisors. 
Inevitably, some assumptions in the Liquidation Analysis would not materialize in an actual Chapter 7 
liquidation, and unanticipated events and circumstances could materially affect the ultimate results in an 
actual Chapter 7 liquidation. The Liquidation Analysis was prepared for the sole purpose of generating a 
reasonable good faith estimate of the proceeds that would be generated if the Debtors’ assets were 
liquidated in accordance with Chapter 7 of the Bankruptcy Code.  The Liquidation Analysis is not 
intended and should not be used for any other purpose.  The underlying financial information in the 
Liquidation Analysis was not compiled or examined by any independent accountants.  NEITHER THE 
DEBTORS NOR THEIR ADVISORS MAKE ANY REPRESENTATION OR WARRANTY THAT 
THE ACTUAL RESULTS WOULD OR WOULD NOT APPROXIMATE THE ESTIMATES AND 
ASSUMPTIONS REPRESENTED IN THE LIQUIDATION ANALYSIS. ACTUAL RESULTS COULD 
VARY MATERIALLY.   
 
THE RECOVERIES SHOWN DO NOT CONTEMPLATE A SALE OR SALES OF THE DEBTORS’ 
BUSINESS UNITS ON A GOING CONCERN BASIS.  WHILE THE DEBTORS MAKE NO 
ASSURANCES, IT IS POSSIBLE THAT PROCEEDS RECEIVED FROM SUCH GOING CONCERN 
SALE(S) WOULD BE MORE THAN IN THE HYPOTHETICAL LIQUIDATION, THE COSTS 
ASSOCIATED WITH THE SALE(S) WOULD BE LESS, FEWER CLAIMS WOULD BE ASSERTED 
AGAINST THE BANKRUPTCY ESTATES AND/OR CERTAIN ORDINARY COURSE CLAIMS 
WOULD BE ASSUMED BY THE BUYER(S) OF SUCH BUSINESS(ES).   
 
In preparing the Liquidation Analysis, the Debtors estimated Allowed Claims based upon a review of 
Claims listed on the Debtors’ Schedules of Assets and Liabilities and the Debtors’ financial statements to 
account for other known liabilities, as necessary.  In addition, the Liquidation Analysis includes estimates 
for Claims not currently asserted in the Chapter 11 cases, but which could be asserted and allowed in a 
Chapter 7 liquidation, including unpaid Chapter 11 Administrative Claims, and Chapter 7 administrative 
claims such as wind down costs, trustee fees, and tax liabilities.  To date, the Bankruptcy Court has not 
estimated or otherwise fixed the total amount of Allowed Claims used for purposes of preparing this 
Liquidation Analysis.  Therefore, the Debtors’ estimate of Allowed Claims set forth in the Liquidation 
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Analysis should not be relied on for any other purpose, including determining the value of any 
distribution to be made on account of Allowed Claims and Interests under the Plan.  NOTHING 
CONTAINED IN THE LIQUIDATION ANALYSIS IS INTENDED TO BE OR CONSTITUTES A 
CONCESSION OR ADMISSION OF THE DEBTORS.  THE ACTUAL AMOUNT OF ALLOWED 
CLAIMS IN THE CHAPTER 11 CASES COULD MATERIALLY DIFFER FROM THE ESTIMATED 
AMOUNTS SET FORTH IN THE LIQUIDATION ANALYSIS. 
 
Conversion Date & Appointment of a Chapter 7 Trustee: 

The Liquidation Analysis has been prepared assuming that the Debtors converted their cases from 
Chapter 11 cases to Chapter 7 cases on or about February 28, 2014 (the “Conversion Date”). Except as 
otherwise noted herein, the Liquidation Analysis is based upon the unaudited balance sheets of the 
Debtors as of August 31, 2013 and foreign non-debtor affiliates as of June 30, 2013 and those values, in 
total, are assumed to be representative of the Debtors’ assets and liabilities as of the Conversion Date.  On 
the Conversion Date, it is assumed that the Bankruptcy Court would appoint a Chapter 7 trustee (the 
“Trustee”) to oversee the liquidation of the Debtors’ estates, during which time all of the Debtors’ major 
assets would be sold or surrendered to the respective lien holders, and the cash proceeds, net of 
liquidation-related costs, would then be distributed to creditors in accordance with relevant law.  There 
can be no assurance that the liquidation would be completed in a limited time frame, nor is there any 
assurance that the recoveries assigned to the assets would in fact be realized.  Under section 704 of the 
Bankruptcy Code, a trustee must, among other duties, collect and convert the property of the estate as 
expeditiously (generally at distressed prices) as is compatible with the best interests of parties-in-interest.  
In addition, there is a significant likelihood and therefore it is assumed that each of the Debtors’ direct 
and/or indirect foreign non-debtor affiliates would commence insolvency proceedings under their 
respective local foreign jurisdictions as a result of the wind-down of the Debtors.  In addition, the 
Debtors’ interests in various joint ventures and minority investments would be sold or otherwise 
monetized. 

Individual Liquidations: 

The Liquidation Analysis assumes that the Debtors would be liquidated in a jointly administered, but not 
substantively consolidated proceeding, therefore the Liquidation Analysis considers an entity-by-entity 
liquidation for domestic operations and assumes a regional liquidation for international operations.  The 
Liquidation Analysis takes into account superpriority administrative status of intercompany Claims 
arising post-petition, unsecured pre-petition intercompany Claims, and the equity interests of each parent 
and subsidiary relationship.  In an iterative and sequential fashion, the Liquidation Analysis assumes that 
liquidation value is cycled among the Debtors and non-debtor affiliates to satisfy these intercompany 
Claims and Interests, which in turn may alter the liquidation value available to satisfy third-party Claims 
at each entity.  The results of the individual entity-by-entity analysis have been consolidated for a 
combined total liquidation value as presented herein. 

Additional Global Notes & Assumptions: 
 
The Liquidation Analysis should be read in conjunction with the following notes and assumptions: 
 

1. Additional unsecured claims. The cessation of business in a liquidation is likely to trigger certain 
Claims that otherwise would not exist under a Plan absent a liquidation. Examples of these kinds 
of Claims include various potential employee Claims (for such items as severance and potential 
WARN Act Claims), tax liabilities, Claims related to the rejection of unexpired leases and 
executory contracts and other potential Allowed Claims. These additional Claims could be 
significant and some will be entitled to priority in payment over General Unsecured Claims. 
Those priority Claims may need to be paid in full from the liquidation proceeds before any 
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balance would be made available to pay General Unsecured Claims or to make any distribution in 
respect of equity interests.  No adjustment has been made for these potential Claims. 
 

2. Significant dependence on unaudited financial statements. This Liquidation Analysis contains 
numerous estimates.  Proceeds available for recovery are based upon the unaudited financial 
statements and balance sheets of the Debtors as of as of August 31, 2013 and foreign non-debtor 
affiliates as of June 30, 2013, unless otherwise noted herein. 
 

3. Preference or fraudulent transfers. As detailed in the Disclosure Statement, the Debtors are 
seeking to avoid liens with respect to certain Disputed Assets.  No recovery or related litigation 
costs have been attributed to any other potential avoidance actions under the Bankruptcy Code, 
including potential preference or fraudulent transfer actions due to, among other issues, 
uncertainty and anticipated disputes about these matters. 
 

4. Chapter 7 liquidation costs and length of liquidation process. The Debtors have assumed that 
liquidation would occur over approximately 12 months in order to pursue orderly sales of 
substantially all the remaining assets and collect receivables as well as to arrange distributions, 
and otherwise administer and close the estates. In an actual liquidation the wind down process 
and time period(s) could vary significantly thereby impacting recoveries. For example, the 
potential for priority, contingent and other claims, litigation, rejection costs and the final 
determination of Allowed Claims could substantially impact both the timing and amount of the 
distribution of the asset proceeds to the creditors. Accordingly, there can be no assurance that the 
values reflected in this Liquidation Analysis would be realized if the Debtors were, in fact, to 
undergo such a liquidation. 
 
Pursuant to section 726 of the Bankruptcy Code, the allowed administrative expenses incurred by 
the Chapter 7 Trustee, including expenses affiliated with selling the Debtors’ assets, will be 
entitled to payment in full prior to any distribution to Chapter 11 Administrative Claims and 
Other Priority Claims. The estimate used in the Liquidation Analysis for these expenses includes 
estimates for operational expenses and certain legal, accounting and other professionals, as well 
as an assumed 3% fee based upon liquidated assets payable to a Chapter 7 trustee.  Since the 
majority of the net proceeds of the liquidation on non-cash assets would be for the benefit of 
holders of the First Lien Secured Claims, it is assumed that Chapter 7 administrative and other 
priority claims, post-conversion operational expenses and professional fees, and Chapter 7 trustee 
fees are entitled to payment in full prior to any distribution to holders of the First Lien Secured 
Claims. 
 

5. Distribution of net proceeds. Chapter 11 Administrative Claim amounts and Priority Claim 
amounts, professional fees, trustee fees and other such claims that may arise in a liquidation 
scenario would be paid in full from the liquidation proceeds before the balance of those proceeds 
will be made available to pay General Unsecured Claims. Under the absolute priority rule, no 
junior creditor would receive any distribution until all senior creditors are paid in full, and no 
equity holder would receive any distribution until all creditors are paid in full. The assumed 
distributions to creditors as reflected in the Liquidation Analysis are estimated in accordance with 
the absolute priority rule. 
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Conclusion: 
 
The Debtors have determined, as summarized in the following analysis, that Confirmation of the 
Plan will provide creditors with a recovery that is not less than what they would otherwise receive 
in connection with a liquidation of the Debtors under Chapter 7 of the Bankruptcy Code.  

 

SUMMARY OF ESTIMATED CLAIMS RECOVERY 

Recovery to Secured Claims 

Holders of First Lien Secured Claims are estimated to recover approximately 22.7% (using mid-point of 
net distributable proceeds from each Debtor).  Since holders of Other Secured Claims are unimpaired 
under the Plan and the claim amounts are immaterial (estimate of $0.3 million), it is estimated that the 
recovery to holders of Other Secured Claims under the Plan will not be less than what they would 
otherwise receive in connection with a liquidation of the Debtors under Chapter 7 of the Bankruptcy 
Code. 

The following chart illustrates the recovery for the First Lien Secured Claims and Other Secured Claims 
based on encumbered net proceeds (i.e. excluding any recovery on account of any deficiency claims): 

 

 

 

 

 

 

 

 

 

Recovery to Secured Claims Based on Encumbered Proceeds

($ in millions)

Consolidated

Notes Mid ($)

Encumbered Net Liquidation Proceeds 1,075.1$      
Intercompany Receivable 0.2                
Payment of Accrued Professional Fee Carve-out [1] (22.2)            

Distributable Encumbered Net Liquidation Proceeds 1,053.1$      

Consolidated CLI CLAI CL Holdco CL Holdings

Recovery Recovery Recovery Recovery Recovery Recovery Recovery Recovery Recovery Recovery

Notes Claim Est. Mid ($) Mid (%) Mid ($) Mid (%) Mid ($) Mid (%) Mid ($) Mid (%) Mid ($) Mid (%)

Other Secured Claims [2] 0.3$            0.3$              100.0% 0.3$            100.0% -$              N/A -$              N/A -$              N/A

First Lien Secured Claims

2013 Revolver [3] 223.1$        50.6$           22.7% 48.1$          21.6% 2.5$            1.1% -$              0.0% 0.0$            0.0%
2017 Revolver [3] 297.7          67.5              22.7% 64.2            21.6% 3.3               1.1% -                 0.0% 0.0               0.0%
2014 Term loan [3] 1,522.7       345.3           22.7% 328.5          21.6% 16.8            1.1% -                 0.0% 0.1               0.0%
2017 Term loan [3] 1,293.0       293.2           22.7% 278.9          21.6% 14.3            1.1% -                 0.0% 0.0               0.0%
Incremental term loan [3] 549.7          124.7           22.7% 118.6          21.6% 6.1               1.1% -                 0.0% 0.0               0.0%
11.50% Senior Secured First Lien Notes [3] 742.8          168.5           22.7% 160.2          21.6% 8.2               1.1% -                 0.0% 0.0               0.0%
Swap Agreements [3] 13.3            3.0                22.7% 2.9               21.6% 0.1               1.1% -                 0.0% 0.0               0.0%

Total First Lien Debt Claims 4,642.5$    1,052.8$      22.7% 1,001.5$    21.6% 51.2$          1.1% -$              0.0% 0.2$            0.0%
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Recovery to Administrative / Priority Claims 

Since the Liquidation Analysis was prepared on an entity-by-entity basis, Administrative and Priority 
Claims are projected to realize different recoveries at each Debtor entity (using mid-point of net 
distributable proceeds from each Debtor).  The following chart illustrates the recovery analysis for 
holders of Administrative Claims and Priority Claims: 

 

Recovery to Unsecured Claims 

Since the Liquidation Analysis was prepared on an entity-by-entity basis, pre-petition unsecured claims 
are projected to realize different recoveries at each Debtor entity (using mid-point of net distributable 
proceeds from each Debtor).  The following chart illustrates the recovery analysis for holders of First 
Lien Deficiency Claim, Second Lien Claims, Senior Notes Claims, PIK Notes Claims, Subordinated 
Notes Claims, General Unsecured Claims: 

 

Notes to Summary of Estimated Claims Recovery 

1. Estimated accrued and unpaid post-petition professional fees as of February 28, 2014.  Amounts 
are assumed to be allocated 100% to CLI and, based on the professional fee carve-out under the 
Cash Collateral Order equal to accrued plus post-carve out trigger cap of $4 million, all estimated 
accrued amounts as of the beginning of the hypothetical liquidation analysis are assumed to be 
granted superpriority claim status. 
 

2. Estimated Other Secured Claims as of July 2, 2013. 
 

Recovery to Administrative & Priority Claims

($ in millions)

CLI CLAI CL Holdco CL Holdings

Proceeds Proceeds Proceeds Proceeds
Unencumbered Net Liquidation Proceeds 32.6$     259.0$  -$         -$         

Claim Recovery Recovery Claim Recovery Recovery Claim Recovery Recovery Claim Recovery Recovery

Notes Mid ($) Mid ($) Mid (%) Mid ($) Mid ($) Mid (%) Mid ($) Mid ($) Mid (%) Mid ($) Mid ($) Mid (%)

Administrative Claims

Employee Claims [4] 5.2$          0.8$        14.6% -$            -$          0.0% -$            -$          0.0% -$            -$          0.0%
503(b)(9) Claims [4] 5.0            0.7          14.6% -              -            0.0% -              -            0.0% -              -            0.0%
Unpaid Post-petition A/P [4] 68.0          9.9          14.6% 1.8            1.8          100.0% -              -            0.0% -              -            0.0%
Unpaid Post-petition Acc. Exp. [4] 144.7        21.2        14.6% -              -            0.0% -              -            0.0% -              -            0.0%

Total Administrative Claims 222.8        32.6        14.6% 1.8            1.8          100.0% -              -            0.0% -              -            0.0%

Priority Claims

Priority Tax Claims [5] 3.8$          -$          0.0% 0.8$          0.8$        100.0% -$            -$          0.0% -$            -$          0.0%
Priority Other [5] 0.3            -            0.0% -              -            0.0% -              -            0.0% -              -            0.0%

Total Priority Claims 4.1            -            0.0% 0.8            0.8          100.0% -              -            0.0% -              -            0.0%

Unencumbered Proceeds Available for Unsecured Claims -$         256.4$  -$         -$         

Recovery to Unsecured Claims

($ in millions)

CLI CLAI CL Holdco CL Holdings

Claim Recovery Recovery Claim Recovery Recovery Claim Recovery Recovery Claim Recovery Recovery

Notes Mid ($) Mid ($) Mid (%) Mid ($) Mid ($) Mid (%) Mid ($) Mid ($) Mid (%) Mid ($) Mid ($) Mid (%)

Unsecured Claims

First Lien Deficiency Claim [6] 3,641.0$  -$          0.0% 4,591.3$  207.9$   4.5% 4,642.5$  -$          0.0% 4,642.3$  -$          0.0%
Second Lien Claims [7] 752.8        -            0.0% 752.8        34.1        4.5% 752.8        -            0.0% 752.8        -            0.0%
Senior Notes Claims [8] 305.6        -            0.0% 305.6        13.8        4.5% 305.6        -            0.0% 305.6        -            0.0%
PIK Notes Claims [9] -              -            0.0% -              -            0.0% 67.7          -            0.0% 67.7          -            0.0%
Subordinated Notes Claims [10] 140.1        -            0.0% 140.1        -            0.0% 140.1        -            0.0% 140.1        -            0.0%
General Unsecured Claims [11] 97.0          -            0.0% 10.0          0.4          4.4% -              -            0.0% -              -            0.0%
Intercompany Receivable -              -            0.0% 4.0            0.2          4.4% -              -            0.0% -              -            0.0%

Total Unsecured Claims 4,936.4$  -$          0.0% 5,803.8$  256.4$   4.4% 5,908.6$  -$          0.0% 5,908.4$  -$          0.0%
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3. Estimated First Lien Secured Claims as of July 2, 2013.  Assumes all L/Cs are drawn and become 
funded debt.   
 

4. Estimate of unpaid Administrative Claims as of February 28, 2014, including employee claims, 
503(b)(9) claims, accounts payable and accrued expenses (excluding professional fees).  
Accounts payable and accrued expenses are assumed to be post-petition administrative claims and 
not subject to compromise. 
 

5. Estimated Priority Tax Claims and Other Priority Claims as of July 2, 2013. 
 

6. First Lien Deficiency Claim after application of any projected recoveries on account of liens 
(using mid-point of net distributable proceeds from each Debtor). 
 

7. Estimated Second Lien Claims as of July 2, 2013.  Recoveries to holders of Second Lien Claims 
against CLI on account of unencumbered copyrights are assumed to be turned over to holders of 
First Lien Secured Claims against CLI; however, since the Liquidation Analysis assumes no 
recovery to unsecured creditors of CLI, this amount is assumed to be zero. 
 

8. Estimated Senior Notes Claims as of July 2, 2013. 
 

9. Estimated PIK Notes Claims as of July 2, 2013 (against CL Holdings and CL Holdco only). 
 

10. Estimated Subordinated Notes Claims as of July 2, 2013.  Recoveries to holders of Subordinated 
Notes Claims are assumed to be turned over to holders of First Lien Secured Claims, Second Lien 
Claims, and Senior Notes Claims, pro rata, based on the estimated claims amount, and recoveries 
on account of such turnover are included herein to First Lien Deficiency Claim, Second Liens 
Claims, and Senior Notes Claims, respectively.  The amount of net proceeds turned over by 
holders of Subordinated Notes Claims against CLAI are assumed to be $6.2 million (mid-point of 
net proceeds). 
 

11. Estimated General Unsecured Claims as of July 2, 2013, primarily consist of accounts payable, 
estimates of potential allowed claims on account of litigation, potential tax indemnification 
liabilities, and unsecured employee claims. 
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NET PROCEEDS AVAILABLE FOR DISTRIBUTION 

 

Notes to Proceeds Available for Distribution 

1. Except as noted herein, the Liquidation Analysis was developed using the balance sheets for the 
Debtors as of August 31, 2013 and for the foreign non-debtor affiliates as of June 30, 2013 and 
represents the Debtors’ current estimates for asset recovery under a hypothetical orderly 
liquidation scenario.  Historical balance sheet amounts, unless otherwise noted herein, are 
intended to be a proxy for actual balances on the date of a hypothetical liquidation. 
 

2. Cash 
 
Cash consists of all Debtors’ balances, including: (i) ‘encumbered’ cash, and (ii) ‘unencumbered’ 
or ‘disputed’ cash investments, in all cases estimated as of February 28, 2014.  Cash is assumed 
to be fully recoverable. The cash recovered may be materially different if financial institutions 
have set-off rights against cash.  Reflects the transfer of $372.9 million from CLAI to CLI on 
account of the estimated amount of the Secured Superpriority Claim held by CLI against CLAI as 
of the Conversion Date. 
 
For purposes of the Liquidation Analysis and consistent with the assumed treatment in calculation 
of the Plan recoveries, the Debtors assume that as of February 28, 2014, $380.3 million of cash is 
encumbered by liens of holders of the First Lien Secured Claims and $259.0 million of cash is 
unencumbered and available for distribution to holders of Administrative Claims, Priority Claims, 
First Lien Deficiency Claims, Second Lien Claims, Senior Notes Claims, Subordinated Notes 

Summary of Proceeds

($ in millions)

Estimated % Recovery Estimated $ Recovery
Gross Liquidation Proceeds of the Debtors Notes Balance [1] Low Mid High Low Mid High

Cash [2] 639.4$       100.0% 100.0% 100.0% 639.4$       639.4$       639.4$       
Accounts receivable [3] 118.6          70.0% 75.0% 80.0% 83.0            88.9            94.9            
Inventory [4] 149.6          13.5% 18.5% 23.5% 20.2            27.7            35.2            
Property & equipment, net [5] 185.8          6.6% 8.8% 11.1% 12.3            16.4            20.6            
Identifiable Intang., net [6] 2,240.0      15.6% 25.7% 35.7% 350.0          575.0          800.0          
Other assets [7] 69.6            32.1% 40.4% 48.6% 22.3            28.1            33.9            
CourseSmart [8] 5.0              0.0% 50.0% 100.0% -                2.5              5.0              
Foreign Non-Debtor Affi l iates [9] 264.3          11.2% 18.2% 26.7% 29.6            48.2            70.5            

Total Asset Proceeds 1,156.9$    1,426.2$    1,699.3$    

Less Orderly Liquidation Expenses

Operational & Overhead Costs [10] (24.6)$        (22.3)$        (20.1)$        
Professional Fees [11] (18.0)           (15.0)           (12.0)           
Chapter 7 Trustee Fees [12] (14.6)           (22.1)           (29.5)           

Total Orderly Liquidation Expenses (57.2)$        (59.4)$        (61.6)$        

Net Proceeds 1,099.7$    1,366.8$    1,637.7$    

Memo: Unencumbered Net Liquidation Proceeds

Cash [2] 259.0$       259.0$       259.0$       
Woodbridge, Connecticut Real Property [5] 0.3              0.4              0.6              
Copyrights [6] 15.6            25.6            35.6            
CourseSmart [8] -                2.5              5.0              
CLA C.V. (35% Foreign Equity) [9] -                -                -                
Hampton Brown [13] 2.7              4.1              5.5              

Total Unencumbered Net Liquidation Proceeds 277.6$       291.6$       305.6$       

Memo: Encumbered Net Liquidation Proceeds 822.0$       1,075.1$    1,332.0$    
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Claims and General Unsecured Claims against CLAI, pursuant to the absolute priority rule.  This 
amount represents the balance as of August 31, 2013 of $273.9 million, less $14.9 million of 
professional fees expected to be funded out of unencumbered cash through the Conversion Date. 
 

3. Accounts Receivable 

Estimated proceeds from accounts receivable balances (exclusive of intercompany balances) as of 
February 28, 2014 are assumed to be 70 - 80% of net book value.  These assumed recovery rates 
are based on the Debtors’ ability to collect on its accounts, taking into consideration the credit 
quality and aging of the accounts. Despite historically low write-downs on accounts receivable, 
given the current deficits of state budgets and certain crediting mechanisms and components of 
the booked accounts receivable, the inevitable difficulty in collecting receivables, trade and 
customer set-off, and any concessions that might be required to facilitate the collection of certain 
accounts receivable were also considered. Additionally, ceasing all operations would terminate 
various contracts and business relationships, which may also impact collection of receivables. 
 

4. Inventory 
 
Since the Conversion Date is assumed to fall after the Debtors’ winter selling season of 
November 1, 2013 through January 31, 2014, the proceeds generated from the liquidation of 
inventory assume a highly discounted recovery. Residual inventory, after the sell through during 
the Debtors’ winter selling season, is assumed to be monetized through an asset disposition firm.  
Recovery values also reflect the assumption that no information technology, back office or 
technical support would be available to maintain digital products under a hypothetical liquidation, 
resulting in no recovery for digital and value add digital products. Additionally, recovery values 
also reflect the assumption that the Debtors would not honor or process returns in connection with 
a hypothetical liquidation sale, resulting in discounted pricing and a lower recovery.  Overall, the 
Debtors assume recovery of 14 – 24% of net book value of inventory.  
 

5. Property & Equipment, net 
 

Property and equipment, less accumulated depreciation, includes the sum of: (i) land, (ii) 
buildings, (iii) leasehold improvements, (iv) furniture, (v) office equipment, (vi) machinery and 
equipment, (vii) computer hardware, (viii) computer software purchased and internally 
developed, and (ix) automobiles.   
 
Real property consists of owned buildings in Woodbridge, CT and Farmington Hills, MI, which 
the Debtors assume generate net proceeds of approximately $12.3 million - $20.6 million, based 
on letters-of-intent and/or net book value, discounted for forced liquidation sale.   
 
For all of the other assets in this category, because of the potential difficulty in liquidating 
building and leasehold improvement assets and office and machinery equipment, primarily 
consisting of computer equipment and furniture and fixtures, the Debtors do not anticipate to 
receive any value for these assets. 
 
For purposes of the Liquidation Analysis and consistent with the assumed treatment in calculation 
of the Plan recoveries, the Debtors assume that net proceeds from the sale of the owned real 
property in Woodbridge, CT are unencumbered and available for distribution to holders of 
Administrative Claims, Priority Claims, First Lien Deficiency Claim, Second Lien Claims, Senior 
Notes Claims, Subordinated Notes Claims, and General Unsecured Claims against CLI, pursuant 
to the absolute priority rule. 
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6. Identifiable Intangible Assets 
 

Net Intangibles consist primarily of trademarks, trade names, copyrights, publishing rights, 
owned data and content, and customer relationships, with balances reflecting net book values as 
of August 31, 2013.  Estimated recovery range in connection with a hypothetical liquidation sale 
of $350.0 million - $800.0 million (or 16 – 36% of net book value, and with a mid-point of 
$575.0 million) is based upon an assessment previously completed for financial accounting 
purposes, updated for a hypothetical liquidation scenario.  In arriving at this assessment, the 
Income, Market and Cost valuation approaches were applied as simplifying assumptions.  
Additionally, management considered that there may be a limited pool of potential buyers for 
certain intangibles, due to, among other reasons, potential anti-trust issues and competitors who 
may already provide the market with similar content. AS SUCH, ACTUAL RECOVERY RATES 
ON THESE ASSETS IN CONNECTION WITH AN ACTUAL LIQUIDATION SALE COULD 
VARY MATERIALLY FROM THE ASSUMED RECOVERY RATES REFLECTED IN THE 
LIQUIDATION ANALYSIS. 
 
For purposes of the Liquidation Analysis and consistent with the assumed treatment in calculation 
of the Plan recoveries, the Debtors assume that net proceeds from the sale of certain copyrights 
are unencumbered and available for distribution to holders of Administrative Claims, Priority 
Claims, First Lien Deficiency Claims, Second Lien Claims, Senior Notes Claims, Subordinated 
Notes Claims and General Unsecured Claims against CLI, pursuant to the absolute priority rule. 
 

7. Other Assets 
 

Consists primarily of prepaid expenses, deferred costs (associated with deferred revenues), 
deposits and advances, escrow accounts, and property held for sale in California.  Balances are as 
of August 31, 2013.   
 
Prepaid expenses consist primarily of approximately $12.0 million in overpayments related to 
state sales and use taxes for business operations.  Estimated recovery amounts in connection with 
a hypothetical liquidation are projected to result in proceeds of approximately $6.0 million - 
$10.0 million (with a mid-point of $8.0 million).  Additionally, the Debtors’ maintain prepaid 
transaction expenses of approximately $7.0 million resulting from the restructuring process.  
Under a hypothetical liquidation, it is assumed that the prepaid transaction expenses would be 
fully recovered under all scenarios. 

 
The Debtors also are party to escrow agreements related to two escrow accounts at JPMorgan.  
The escrow accounts were created in connection with the sale of CompuTaught and Net 
Learning, two of the Debtors’ non-core businesses, to cover any breaches of representations and 
warranties in the applicable agreements.  The escrow account for the CompuTaught sale was 
released on or about September 9, 2013 and thus its recovery has been realized at $0.5 million.  
The escrowed amounts for the Net Learning sale are anticipated to be released on or about May 
30, 2014, if all terms of the agreements are met.  As of August 31, 2013, the escrow account 
relating to Net Learning held approximately $3.6 million.   
 
Other current assets also include the Belmont, California property, which had a net book value of 
approximately $8.5 million as of August 31, 2013, and is estimated to recover proceeds of 
approximately $5.0 million - $11.0 million (with a mid-point of $8.0 million) under a 
hypothetical liquidation scenario.  

Case 1-13-44106-ess    Doc 559    Filed 10/04/13    Entered 10/04/13 15:21:09



Page 11 of 12 
 

 
 

8. CourseSmart, LLC 
 
CLI holds a 33.4% equity interest in CourseSmart, LLC with equivalent voting control.  
CourseSmart historically has relied on contributions from its members to fund its operations and 
does not represent a material portion of the Debtors’ revenues or earnings.  During 2013, 
CourseSmart considered purchase offers from unaffiliated third parties.  Although none of these 
transactions were consummated, Lazard reviewed certain key proposed transaction terms 
provided by management.  Based on this review of the potential proceeds received from a sale of 
CourseSmart, Lazard estimates that the value of CLI’s ownership interest in CourseSmart is 
approximately $5.0 million as illustrated in the net proceeds table.  The Liquidation Analysis 
assumes the recovery of CLI’s interest in CourseSmart is $0 - $5.0 million (with a mid-point of 
$2.5 million).   
 
For purposes of the Liquidation Analysis and consistent with the assumed treatment in calculation 
of the Plan recoveries, the Debtors assume that net proceeds from the sale of CLI’s interest in 
CourseSmart is unencumbered and available for distribution to holders of Administrative Claims, 
Priority Claims, First Lien Deficiency Claims, Second Lien Claims, Senior Notes Claims, 
Subordinated Notes Claims and General Unsecured Claims against CLI, pursuant to the absolute 
priority rule. 

 
9. Foreign Non-Debtor Affiliates 

 
Assets of the Debtors related to foreign non-debtor affiliates are assumed to include (i) claims 
that the Debtors has against the foreign non-debtor affiliates as a result of trade payables and 
intercompany obligations that are characterized as valid debt, and (ii) CLAI’s equity interests in 
its first-tier foreign subsidiary, CLA C.V., which directly or indirectly owns all of the equity of 
the Debtors’ international subsidiaries.  Because the foreign non-debtor affiliates adapt domestic 
course materials for various local markets internationally and rely on the Debtors for a substantial 
amount of content sold in the foreign regions, certain shared services and management functions, 
and cash funding in the case of certain subsidiaries, it is assumed that a Chapter 7 liquidation of 
the Debtors’ estates will lead to commencement of insolvency proceedings for each of the foreign 
non-debtor affiliates.  The operational curtailment of foreign non-debtor affiliates is assumed to 
result in a diminished recovery as compared to maintaining the international business segment as 
a going concern.  The liquidation analysis of the foreign non-debtor affiliates was performed on 
regional basis, and assumes that total proceeds available for distribution to the Debtors total $29.6 
million - $70.5 million, which includes the following recoveries: 
 
a. The Liquidation Analysis assumes that CLI recovers approximately 28% - 51% of $10.8 

million of intercompany receivables owed by the various foreign non-debtor affiliates as of 
June 30, 2013, related to ordinary course transactions.  The Liquidation Analysis assumes 
that this recovery is encumbered by liens of holders of the First Lien Secured Claims. 

 
b. The Liquidation Analysis assumes that CLAI recovers 100% of $6.6 million of intercompany 

receivables owed by Cengage Learning Holdings B.V. as of June 30, 2013, related to the 
revolving credit facility between the two entities.  The Liquidation Analysis assumes that this 
recovery is encumbered by liens of holders of the First Lien Secured Claims. 

 
c. Finally, the Liquidation Analysis assumes that CLAI recovers approximately 8% - 24% of 

$246.9 million of outstanding obligations on intercompany loans owed by CLA C.V. as of 
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June 30, 2013, which are assumed to be characterized as valid debt pursuant to information 
provided by Debtors’ counsel.  The Liquidation Analysis assumes that this recovery is 
encumbered by liens of holders of the First Lien Secured Claims.  As a result, the Liquidation 
Analysis assumes that there is no recovery related to the equity interests in CLA C.V. 

 
10. Chapter 7 Operational & Overhead Wind-Down Costs 

 
The Liquidation Analysis assumes the Chapter 7 liquidation process will take 12 months to 
complete. Corporate payroll and operating costs during the liquidation are based on the 
assumption that certain functions would be required during the liquidation process for an orderly 
wind-down of the business, distribution center and other sites. Examples of such costs incurred 
during a Chapter 7 liquidation would include, but are not limited to, expenses associated with: (i) 
shutting down operations; (ii) retention or bonus program to maintain key employees to assist in 
the wind-down; (iii) occupancy; and (iv) insurance costs. These expenses are estimated to be 
approximately $20.1 - $24.6 million in aggregate over the 12-month liquidation period. 

 
11. Chapter 7 Professional Fees 

 
Compensation for the Chapter 7 trustee’s counsel and other legal, financial and professional 
services during the Chapter 7 case is estimated to be a range of approximately $1.0 - $1.5 million 
per month beginning at the commencement of the liquidation proceedings and continuing 
throughout the 12-month wind-down period. 

 
12. Chapter 7 Trustee Fees 

 
Compensation for the Chapter 7 trustee will be limited to fee guidelines in section 326(a) of the 
Bankruptcy Code. The Debtors’ management has assumed trustee fees of 3% of the gross 
proceeds (excluding cash) from the liquidation. 
 

13. As detailed in the Disputed Assets Valuation Analysis attached to this Disclosure Statement, the 
Interests owned by CLI in the Hampton Brown Company LLC are estimated to have a value of 
$13.7 million.  The Debtors have not performed a separate liquidation analysis of the Hampton 
Brown Company LLC; however, the Liquidation Analysis assumes the recovery of CLI’s 
Interests in the Hampton Brown Company LLC is 20 – 40% of the $13.7 million going-concern 
valuation, which results in a recovery of $2.7 million - $5.5 million (with a mid-point of $4.1 
million).  Since the assets and liabilities of the Hampton Brown Company LLC are included in 
the Debtors’ condensed consolidated financial statements due to the manner in which its 
transactions have been integrated in the Debtors’ accounting systems, the gross liquidation 
proceeds of the Debtors summarized above are assumed to be inclusive of these same Hampton 
Brown Company LLC assets. 
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